University of Mississippi

eGrove
Newsletters

American Institute of Certified Public
Accountants (AICPA) Historical Collection

12-1983

Practicing CPA, vol. 7 no. 12, December 1983
American Institute of Certified Public Accountants (AICPA)

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Certified Public Accountants (AICPA), "Practicing CPA, vol. 7 no. 12, December
1983" (1983). Newsletters. 1516.
https://egrove.olemiss.edu/aicpa_news/1516

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Newsletters by an authorized
administrator of eGrove. For more information, please contact egrove@olemiss.edu.

The
Practicing
CPA

DECEMBER 1983

An AICPA publication for the local firm

THE ORGANIZATIONAL PROBLEMS OF RAPID GROWTH (PART II)
In order to achieve the higher leveraging of staff to
partners, as discussed in the first part of this article,
(see November issue), controls must be established.
In our firm, the establishment of highly centralized
controls enables our staff to have a high level of
autonomy. For these controls to operate in the way
we intended, we had first to consider the need for
standards.
In 1976, when there were 12 people in the firm, we
attempted to determine what the partners ought to
be doing and how much of our time we actually
expended on these functions. We identified the opti
mal responsibilities of partners as billing and col
lection, client advice and planning, client
development, firm administration and technical ex
cellence. However, we found we were spending only
20 to 30 percent of our time in these areas and the
remainder on less essential functions, particularly
on the maintenance and review of work papers and
financial statements. It was then that we decided we
needed someone to perform centralized review of all
financial statements and work papers so that we
could develop common performance standards. We
employed a local college professor to come to our
offices two days a week to perform this function.

Quality controls
The creation of the centralized review function was
probably the most critical factor in terms of the
ability of our organization to grow from within. It
permitted standardization of work papers and the
reporting process—both previously done on a part
ner-by-partner basis, and it enhanced our ability to
delegate. We could now give our staff accountants
sets of work papers which they could follow and
people could readily be moved from one engage
ment to another. In order to achieve this level of
standardization, it became necessary to teach peo
ple to do things in the manner we wanted. We found
this difficult with people who had accepted another

firms methods as being the only way, and so we
decided, whenever possible, to hire only people who
had no prior work experience.
In our firm, the purpose of standardization is not
merely to obtain consistent work paper quality but
to add to our ability to delegate—delegation being
the key to profitability. But in order to delegate
effectively, one must have control, and for that we
look to our centralized review department.
In the beginning, we saw centralized review only
as a work paper and financial statement review
function. However, in time it became apparent that
the centralized review department was the only
area that saw the work product of all the profes
sional staff in the firm. Therefore, it seemed logical
that this department should assume responsibility
for developing training programs to help remedy
peoples weaknesses. Later, the department became
responsible for the qualitative reviews of profes
sional staff—i.e., for reviewing peoples technical
performances in preparing work papers and finan
cial statements. Subsequently, because deficiencies
in training, work paper presentation and workload
distribution were most easily discerned by the re
view department, we included scheduling on its list
of responsibilities. Suddenly, we found ourselves,
not with a review department, but with a quality
control department. In essence, we found ourselves
moving, in an operational sense, toward the posi
tions in SAS no. 4, Quality Control Considerations for
a Firm Of Independent Auditors, released in June
1974. This is the first document to set forth factors to
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be considered by CPA firms, rather than individual
auditors, to assure conformance with generally ac
cepted auditing standards and to consider quality
control in a much broader sense than merely review.
It identifies nine elements of quality control. These
elements have been incorporated into our quality
control document.
Optimizing the use of productive resources

In our firm, control of the scheduling function is
viewed as control of our productive resources—billable time. Each individual works so many hours per
year and it is our objective, as manufacturers if you
will, to assure that each person produces a consis
tent stream of quality products. Our director of
quality control, who inherited scheduling from the
partners, was able to handle the job until we grew to
50 people. As we continued to grow, the task became
too complex.
If we look at every hour as a unit of production,
then in a firm of 50 people, each working a 40-hour
week, the number of units of production to be man
aged is 104,000 (40 x 52 x 50). The management of
these units of production is not straightforward. It
involves overlapping different skills at various lev
els with professional judgment, to ultimately man
ufacture a product. In addition, we faced the classic
problem of every rapidly growing professional prac
tice—a shortage of highly qualified personnel.
These problems, coupled with the difficulty of
scheduling our work in an orderly fashion so that it
could move through our offices quickly and effi
ciently became too complex for a person of limited
technical training. An objective review of our pro
ductive process prompted us, once again, to central
ize the function and hire a specialist.
We provide accounting and audit services to cli
ents that require the utilization of different skill
levels not necessarily in matching time periods. Al
though standardization of work papers had been
achieved, much of the work could be done by lowerlevel staff, while work paper review, certain aspects
of the writing of financial statements and technical
issues required the attention of highly skilled indi
viduals. However, we assigned people, experienced

and inexperienced alike, to complete the identified
tasks together.
For example, on a typical engagement of two
man-weeks of time, a senior and a junior were sent
to the clients office regardless of the fact that per
haps 80 percent of the work to be performed was
junior level and only 20 percent required senior
level expertise. As might be expected, the junior
plodded along at his pace and the senior, who had
completed his work or who couldn’t proceed further
at the time, helped the junior out on his tasks. What
ever the reason, it was obvious that we were not
getting the leveraging and timeliness from our per
sonnel that we had hoped for.
Let’s take the work-flow one step further. A team
goes out to perform an audit requiring people of
varying skills to perform different functions. The
staff completes the field work and brings the rough
financial statement back to the office where it is
submitted to the review department. After looking
at it, the review department sends the financial
statement back for changes and resolution of com
ments. After that, it goes through the review depart
ment again and then on to the typing department
for finalization, preparation, processing, partner
approval and ultimate delivery to the client. At the
same time, the staff also prepares the tax return and
submits it to the tax department where other people
become involved. In effect, what is occurring is a
network resource allocation problem somewhat
analogous to the objectives of CPM and PERT.

Planning and scheduling

CPM (Critical Path Method) and PERT (Program
Evaluation and Review Technique) are project plan
ning and scheduling tools used primarily on proj
ects whereby the interrelationship and dependency
of different activities are critical. Often used on con
struction projects, maintenance projects, and de
signing or developing new products, these network
planning techniques insure that overlapping func
tions are performed on a timely basis. For example,
plumbers don’t have to wait until the structure is
completed before they commence their work and
(Continued on page 7)
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Mergers and Acquisitions

Mergers and acquisitions play an important role in
the corporate environment. During a session at the
AICPA annual meeting in Minneapolis, three merger
professionals spoke out about different aspects of
mergers and acquisitions—creating acquisition
strategies, corporate organizations and the people
side of mergers, and the role that CPAs can play.
Gary B. Fiebert, CMC, former president, Associa
tion for Corporate Growth, explained how busi
nesses go through a period of creativity and growth
to a point at which they diversify—either to main
tain growth or to settle into maturity, or else they go
into decline. Mr. Fiebert says there are three meth
ods of surviving dissolution: (1) self-recovery, (2)
workout, e.g., Chrysler and Lockheed and (3)
reorganization. Because reorganizations tend to be
directed by the courts and workouts by the banks,
the strategies where the CPA can play a role are
those for recovery.
Choosing a strategy
These strategies can be put into three main catego
ries, internal growth achieved through the restruc
turing of operations or financings, new products or
markets, etc., external growth from acquisitions,
divestitures and sell-outs, or by staying the course.
In determining which strategy is best, Mr. Fiebert
suggests that some of the concepts to consider are
market characteristics such as growth rate and con
centration and investment requirements; and busi
ness characteristics such as market share, product
quality and capacity utilization—i.e. those charac
teristics that influence performance. Mr. Fiebert
suggests that a strategic plan that encompasses an
assessment of alternative actions open to the com
pany and an evaluation of the inherent risks of each
will focus the company and provide a cohesive set of
goals.

Corporate organization
Jerry W. Levin, senior vice-president of the Pills
bury Company, explained that the firm’s agri
cultural enterprises—grain merchandising and
flour and rice milling—are slow-growth businesses
and that the only way the company can reach its
growth targets is through acquisitions. Pillsbury
has 5 to 10 acquisitions a year and about the same
number of divestitures—smaller companies that
are not meeting its objectives.
Each one of Pillsbury’s divisions has an acquisi
tion strategy that is sent to the board of directors for
approval. This insures that the board knows the
division’s goals before an acquisition presentation is

made. It also saves time and insures that the people
doing the negotiations know that they have the
backing of the board.
While Pillsbury tries to make sure that there is a
management fit between it and the acquired com
pany, this is a strategy that is either very successful
or results in people leaving very early on. Mr. Levin
does not recommend a merger of equals and says
that Pillsbury moves very slowly in the integration
process.
The people factor

The people side of mergers is obviously very impor
tant and Todd S. Lundy, CPA, a Northfield, Illinois
consultant to CPA and law firms, gives some hints as
to how the CPA should deal with some of the people
involved.
For example, Mr. Lundy says that the chief execu
tive officer/owner is usually very proud of what he
has built and there is a need to preserve the ego role.
He says, “let the person tell you how great he is. Talk
about other things that interest him too. If you see a
marlin on the wall, talk about fishing.”
Mr. Lundy has found the CEO/owner is often am
bivalent toward the sale and tends to lack interest in
the legal complexities. He says that it is important
to recognize the emotions of the entrepreneur to
ward the sale—the sense of loss of power or perhaps
that he is selling to move up in the acquiring
company.
Mr. Lundy suggests telling the other side in the
negotiations to get the best deal-making lawyer they
can. He thinks you are better off dealing with a pro
even if he is a tough negotiator. And, he says, get
yourself a lawyer who has endurance. There is much
evening and night work. Don’t let the lawyers get
into their own ego battle, he says, and be patient.
Mr. Lundy also thinks it is a good idea to find out
what power the chief financial officer has in the
company because he is the person who can be both a
source of great information and can help move the
transaction along. And if there is an intermediary,
such as an investment banker, try to find out what
his interests are and what role he has in the
negotiations.
Key executives are not always party to the nego
tiations and sometimes the owner won’t let you
approach them until the deal is negotiated. Mr.
Lundy says form your own conclusions about the
staff—the owner is not going to say anything detri
mental. He wants to sell his company. Mr. Lundy
says, look for hidden talent in the company. Some
times firms don’t recognize the people they have
and sometimes a position should be eliminated and
a person kept.
Practicing CPA, December 1983
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Opening and Closing Procedures Checklists

As part of its quality control procedures, and to insure that it has a standard approach for all audit
clients, Arnold N. Schorn & Co., a Chicago CPA firm, devised the following procedures checklists.
Benjamin S. Daniel, CPA, of the firm, says that the checklists put everyone on notice about what has
to be done for audit clients. The firm follows a similar approach for tax clients.
One of the benefits, according to Mr. Daniel, is that by using checklists, people become creatures
of habit. “After all," he says, "if airline pilots utilize checklists to make sure nothing is overlooked in
their preflight tests of a planes control systems, why shouldn't CPAs make use of checklists too?”

Opening Procedures Checklist

A. Specific instructions for all clients:

Client name:Client no

1 Prepare worksheet trial
balance (except for EDP cli
ents), entering prior year’s
balances in proper column.

General instructions:
Use this checklist each time a set of working papers
is to be opened on any type of client. Refer to the firm
manual if any questions arise.
Initials

Date

1 If there is not a complete
set of working papers in the
future years’ file, prepare
two complete sets and mark
the check-off schedule.
2 Use rubber stamps, stan
dard forms and preprinted
schedules whenever pos
sible.
______

3 Always use the prior year’s
working papers as a guide.
On new clients, ask the part
ner in charge which working
papers to use as a guide. A
partner or senior in charge
should review all working
papers and approve all
changes, additions, dele
tions, etc.
______
4 Carefully read each sched
ule and be certain all neces
sary headings, descriptions,
etc. are included.

5 Be certain all entries on
client’s journals and ledgers
are made in ink.
6 Be sure the closing pro
cedures for the prior year are
completed.

7 Complete procedures un
der section A and either sec
tion B or section C below.
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______

2 Prepare adjusting, closing
and reversing journal entry
sheets, using prior year for
number required.

3 Prepare “schedule for
analysis of accounts,” group
ing each type of account
(“assets," etc.) on a separate
page and completing all col
umns except “minimum for
vouching,” which is deter
mined by the partner in
charge.
______
4 Prepare individual analy
sis schedules, as per general
instructions (no. 3 above).
5 Enter opening balances
and, if detail is required, be
sure it is complete.

______

6 Prepare any confirma
tions which are standard
(e.g., banks and secretary of
state).
______

7 Open all necessary sepa
rate files (e.g., fixed assets
and insurance), including
summary sheets with open
ing balances.

8 Place drafts of special re
ports, representation letter,
financial statements, etc. on
top of working papers.
9 Prepare field supply kit
checklist.
______
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B. Specific instructions for EDP clients:
Initials

Date

1 Prepare two "exception”
sheets for each binder.
2 Prepare the necessary
number of copies of the following which apply: cash re
ceipts, cash disbursements,
sales and standard journals.

3 Prepare (on three-column
paper) sheets for prior
period adjustments and the
general journal, entering the
opening trial balance as the
first prior period adjustment
and the prior year's reversing
journal entries as page 1 of
the general journal.
4
Prepare separate tabs for
any special reports or sched
ules to be kept in the binder.
C. Specific instructions for manual clients:
1 If we keep the client's rec

ords, type all necessary
ledger and journal sheets.

2 Enter opening ledger bal
ances and take a trial bal
ance tape.

3 Record any reversing jour
nal entries from the prior
year and post to the general
ledger.
4 If client keeps records,
trace all opening balances,
including reversing journal
entries, to prior years rec
ords or appropriate current
year source.

Closing procedures checklist
Client name:___________ _ Client no______

Initials
Opening procedures com
pleted

Date

Insurance file completed (in
cluding machine copies)
Fixed asset file completed
(including machine
copies)
Chart of accounts updated
Adjusted journal entries
completed
Reversing journal entries
completed
Closing journal entries
completed
Trial balance: extended and
checked to working
papers
Working papers indexed
Working papers reviewed
Permanent file:
Stock certificate book ex
amined
______
List of shareholders up
dated
Minutes examined and

______

Analysis of retained earn
ings updated
Other surplus accounts
updated
Notes on partnership
agreements, if any, up
dated
Leases examined and
notes prepared
______ ______
Financial statement drafts
(or final EDP) completed
Representation letter draft
completed (audit clients
only)
Financial statements typed,
proofread and prepared
for delivery
Draft of management letter
completed (audit clients
only)---------------------For manual clients: books
closed
For EDP clients: final state
ments and machine copies
of all journals not yet re
ceived by client prepared
for delivery
Copies of all schedules, en
tries, etc. requested by cli
ent prepared
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The Life Cycle of a Partner in a CPA Firm

One of the popular mini-conferences at the AICPA
annual meeting in Minneapolis dealt with the life
cycle of a partner in a CPA firm. As Mahlon Rubin, a
St. Louis, Missouri, practitioner who moderated
this session, remarked, questions concerning vari
ous aspects of partnerships, and partner compensa
tion in particular, crop up at every management of
an accounting practice conference, no matter what
the conference topic. With Mr. Rubin on the panel
were three other local practitioners: Mr. Robert A.
Peyroux from New Orleans, Louisiana; Mr. William
T. Young from Madison, Wisconsin; and Mr. Carl R.
George from Peoria, Illinois. The following com
ments are based on the remarks of the panelists.

Partner selection and admission
Before admitting a partner, a firm should develop a
written philosophy concerning the desired char
acteristics of partners. These characteristics ob
viously include technical competency and such
personal ones as honesty and truthfulness. But there
are other, intangible characteristics to be consid
ered as well, such as leadership ability and skill in
dealing with people. In fact, people skills may be the
most important of all because it is essential that
partners can get along with staff and clients. Per
haps the area where most partners are weakest is in
management and administrative talents; and per
haps the most misunderstood characteristic is busi
ness development ability, which every partner in a
local firm must have to some degree.
Most firms hire staff assistants based on a number
of factors, one of which is their potential to develop
into good partners. So basically, a firm’s partners
result from its recruiting efforts—particularly those
conducted on campus. While students’ grades are
important, they are not the only criteria and recrui
ters should look for leadership skills as well. It is
essential at the first meeting to communicate the
firm’s philosophy regarding advancement to part
ner. Candidates, then, are in no doubt as to what is
required.
Measuring qualifications
Firms might want to consider a big brother or men
tor program as part of their orientation and training
activities. There should also be regular evaluations
to determine how partner candidates measure up.
The AICPA Management of an Accounting Practice
Handbook has some useful forms in this regard.
Continuing education programs should also give
clues as to how a person will perform later on. You
can see who volunteers for the tough courses or
takes the initiative to learn something that will ben
efit the firm. Another idea is to allow senior staff
Practicing CPA, December 1983

members to participate in management meetings.
Again, you can see how they perform.
Now, what do you do about those candidates who
do not make the grade—the career seniors? Many
practitioners advocate that once people plateau and
you know they won’t make partner, you should con
sider firing them. Other practitioners think there
might be room for career seniors in a firm although
they stress that no firm should put up with poor
performance from either staff or partners.
Admitting a partner from outside the firm is not
generally recommended—it adversely affects the
morale of the staff and just doesn’t work out. In
some firms, nonCPA professionals, primarily in the
EDP area, have been made principals. However, a
stumbling block to this practice becoming more
widespread is the stigma of second-class citizenship
that some people believe is attached to this title.
When should people be made partner? Staff/
partner ratios are not much help in this regard be
cause what is best for one type of practice may not be
right for another. The main point to keep in mind is
that a partner should only be admitted when the
firm thinks the individual is ready, not because of
fear that he or she will leave otherwise.
A partner-in-training program is an alternative
idea that seems to work for some firms. The candi
dates have fulfilled all criteria for partner and the
programs typically run from six months to three
years. Usually, partners-in-training have full par
ticipation in partner activities but cannot vote—
they are still employees. This is definitely an up or
out situation because there can be no going back to
being a staff member. But several firms have started
such a program in the hope it will alleviate
mistakes.
The financial arrangements must be considered.
Young people usually don’t have much money and
firms sometimes are prepared to admit them with
no capital contribution. Other firms like partners to
have money on the line both because of today’s high
capital requirements and because they will be more
motivated. Sometimes firms will make loans to new
partners for this purpose or guarantee a loan from a
bank. The increase in revenue to new partners is
often not substantial but they know the oppor
tunities for personal and professional growth are
enhanced and most of them are willing to accept
this.
Evaluation, motivation, training and burnout
Maintaining a partnership is a full-time occupation.
It requires constant effort on the part of all partners
for the 30 years or so they are associated with a firm.
Partner evaluation is essential to the success of a
partnership and the partners might be deluding
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themselves as to how strong their firm is if they
don't have such a program.
For the evaluation process to be successful, per
sonal desires must occasionally be subjugated to the
needs of the firm and the one firm concept. There
must be understanding of a partners job descrip
tion by both parties. For example, agreement must
be reached on the level of service to be rendered to
clients and what other responsibilities the partner
has in the firm.
You might find that partner fear of criticism is an
impediment to implementing an evaluative process.
One way to eliminate this fear is to stress that the
criticism is not personal and that its purpose is
solely to evaluate a partners ability to do a job.
Accentuate the positives. Concentrate on peoples
strengths—the things they do right. And get their
attention by rewarding performance. The benefits of
partner evaluation are improved performance,
team building and the identification of partners
who are not in tune with the firms philosophy.
In most firms, there is a need for partners to learn
management techniques as well as to maintain
their technical skills. It is the responsibility of the
managing partner to develop these skills and tech
niques in partners and to manage and encourage
their involvement in constructive changes in the
firm. Maximum use must be made of all resources to
insure the growth and continuity of the firm.
Benign neglect doesn't work when it comes to
motivating young partners. They will be much more
effective if the managing partner sits down and
talks with them. And mature partners aren’t beyond
change either. They can grow into a new type of
career if communication is effective.
There is a lot of stress in the accounting profession
today. Firms tend to overuse intense people (type 'A'
personalities) and contribute to the burnout which
can occur in a competitive atmosphere. While part
ner burnout can be controlled, prevention is the
better course. Discuss it openly in the firm and ro
tate high pressure jobs. Don't allow people to work
18-hour days and 80-hour weeks. Recognize people’s
contributions but make them take some time off. It
is essential to act on the first signs of burnout. Admit
that a problem exists and get outside help if needed.

Partner terminations—voluntary and involuntary

Dealing with partner terminations is a delicate is
sue, at best. It can be very difficult and sometimes
unpleasant to part company with a co-owner of the
firm. However, sometimes it can be the best thing
for the firm and partner terminations are occurring
more frequently now than before.
The reasons are varied. They may have to do with
someone not being a team player or not fitting in

with the firm’s philosophy, or it may be that a part
ner has personal or financial problems. Stress and
partner burnout may cause terminations too. Firms
are increasingly reluctant to allow someone to just
take up space and hinder the progress of other
promising people. They aren’t willing to bet on a
partner’s performance improving.
If a termination is inevitable, there are several
things to be considered. First of all, there are the
rights of the partner concerning vesting of benefits,
capital payout and interest on the balance, and re
tirement payments based on past earnings experi
ences.
The partnership has rights too. Many firms have
noncompetition agreements to protect against or
compensate for a partner leaving and taking clients
with him. Also, the term for capital payment and the
formula and term for determination of retirement
payments and income tax treatment must all be
considered.

Organizational Problems
(Continued from page 2)

electricians don’t wait until all other tasks are done
before beginning theirs. After reflecting on these
concepts along with articles we had read on short
interval scheduling in professional firms, it became
evident that the logical choice was to turn to the
profession of time management—namely that of in
dustrial engineering. We then hired an industrial
engineer to head our scheduling and planning
function.
Her charge was to devise a new method of control
ling our productive resources, the objective being to
optimize the utilization of our personnel through
leveraging and proper planning. To do this, we de
fined the functions performed by our personnel,
broke these functions down into simple tasks, and
estimated the time as well as the level of expertise
required to adequately perform each task. This data
was used to develop detailed budgets which then
became integrated into our on-line time manage
ment system. The data base provides the foundation
for scheduling, budgeting, forecasting optimal
manpower requirements, and for evaluating the
efficiency and utilization of our resources.
We have now had the system in place for three
years. Initially, we met considerable resistance dur
ing implementation phases of the program, but the
staff now finds it to be a handy, workable tool. In one
year we found that productivity increased 18 per
cent—i.e., billable hours per professional. In addi
tion, and perhaps most importantly, we estimate
that we have been able to reduce the time spent
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providing a recurring service to a client by about 20
percent. This has enabled us to improve our rate
structure and our realization to standard as well.
A survey published by the AICPA indicated that as
of February 1981, there were 84 firms in the country
out of 22,000 practice units that had 30 or more
Institute members. I take this to mean that with the
exception of a few firms, most practices have not yet
found the means by which to grow to become selfperpetuating businesses. I believe that those of us
who are dedicated to growth have a tremendous
opportunity to perpetuate our firms if we can find
the tools to manage our future growth. However, in
order to have these tools, we must be willing to pay
for them.
The ability to pay for these tools involves risk
taking and requires that the firm be profitable. To
achieve the requisite level of profitability necessi
tates leveraging staff, having efficient operations
and reinvesting profits into the business so that the
firm can grow. Profitability is not earnings per part
ner; it is the earnings of the enterprise after fair and
reasonable compensation for its employees and
partners. Profitability will only result if we make a
recurring dedication to our firms’ growth, and con

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

tinued growth, in turn, can only be assured by
providing quality services such as formed the basis
for past growth. To achieve this degree of quality
will require change, greater delegation and control.

-by Ronald G. Weiner, CPA
New York, New York

CPE Sales Hotline Established

The Institutes CPE marketing division re
cently established a sales information hotline.
This service will provide members with prod
uct updates, respond to inquiries and alert
state societies and associations to new courses,
seminars and publications.
A special toll-free telephone number has
been installed to provide members with infor
mation on CPE courses, including video, in
house and individual study. The number is
800/242-7269 which spells 800/AICPANY. In
New York State call (212) 575-5696.
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